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In the scope of the current account deficit issue in the fragile five countries, it might be useful to investigate the budget deficit to see how governments affect current account deficits in the context of the twin deficit hypothesis.
Theoretically, conventional wisdom on current account deficit claims that the source of deficit is the deficit in governments" budgets that is called the twin deficit hypothesis.
The effect of budget deficit on trade deficit can be explained by components of the budget. These are government expenditures and taxes. Standard economic reasoning suggests that government borrowing decreases the domestic supply of funds available to finance new investments, which leads to an inflow of funds from overseas.
In short, budget deficit may well produce current account deficits (Bernheim, 1988) .
On the other hand, the validity of the twin deficit hypothesis is questioned by different economists who found results that are not consistent with the twin deficit hypothesis. They found that the causal relationship is between current account deficit and government expenditures, rather than budget deficit. Mankiw (2006) ; Elwell (2008) and Kayhan et al. (2013) indicate that an increase in government expenditures rather than budget deficit might induce the trade deficit. In short, there is a uni-directional causality running from increasing government expenditures to increasing trade deficit and the main cause of increasing trade deficit is the increasing government expenditures, not budget deficit.
Moreover, Kim and Roubini (2008) ; Müller (2008) and Blanchard and Perotti (2002) prefer to use "twin divergence" instead of "twin deficit" hypothesis. They claim that the correlation between binary is negative which means an improvement in trade balance worsens the budget deficit or vice versa. They explain a convergence relation between fiscal policies and trade deficit via government expenditures.
Interestingly, the behavior of budget deficit in the fragile five economies differentiates contrary to other economic indicators similar in each economy. As can be seen in the graph 2, Turkey, South Africa and India have reduced the budget deficit in the post crisis period. Besides, the budget deficit seems to increase in Brazil and Indonesia in both the post crisis period and the whole period.
Graph-2. Budget Deficit in Fragile Five
Graph 3 presents the course of economic variables for each economy in a separate way. While the left column of the graph exhibits the whole period for the economy, the right column exhibits the post-crisis period to see if there is a modification in behavior of variables. In the first row, graphs belonging to the Turkish economy are presented.
According to them, it is clear that there is an opposing relation between the budget deficit and the current account deficit. This might be evidence of the existence of the twin convergence hypothesis. In the second row, it is possible to imply movement of the variable in the same way as the case of Brazil. Despite the difference in slopes of trends, visual analysis supports the twin deficit for Brazil. In the third row, the South African case is presented. According to graphs, the relation between variables may be an opposed relation. The trend line of budget deficit is steeper in the whole period span than the post-crisis period. So the validity of twin convergence in the whole period may be possible.
In the case of Indonesia, both variables have negative slopes in the short term period. On the other hand, the trend line of the current account variable moves horizontally in the whole period. In the Indian economy, both variables" trend lines have positive slopes after the global crisis.
In light of the statements and illustrations above, it is worth investigating the relation between the current account and the budget deficits in fragile five economies to better understand the behavior of the current account deficit. The relation between economic indicators may differ among member economies of fragile five. Some of them may support twin deficit, while others may support twin divergence.
This study contributes the existing literature in two ways. By exploring the relationship between government expenditures and current account deficits, we will be able to understand the role of government in the current account deficit problem and we will investigate the validity of the twin deficit and also the divergence hypothesis.
Second contribution of the study is the selection of the econometric methods employed in the study. While conventional causality analyses do not give information about the term of causality or the existence of causality in the case of positive and/or negative shocks, Hatemi and Roca (2014) causality test offers a way to analyze the effects of positive and negative shocks separately. This is useful when there is stickiness in economic variables and when there are asymmetric relations between variables. By following this method, it will be possible to test the validity of both hypotheses. Also, the rolling windows causality analysis provides exact dates when the causation linkage occurs.
In the next section, the theoretical framework regarding the relations between government expenditures and trade deficits will be described. In the third section the econometrical methodology is given. Empirical results are presented in fourth section. In the conclusion section, empirical results are interpreted and policy implications are presented.
In initial studies, the imbalance in current accounts has been explained via budget deficits implying that increasing budget deficits induce trade deficits in an open economy. Darrat (1988) ; Bahmani-Oskooee (1991); Abell (1990); Rosenweing and Tallman (1993) ; Vamvoukas (1997); Fidrmuc (2003) ; Pattichis (2004) ; Saleh et al. (2005) ; Baharumshah and Lau (2007) and Bagheri et al. (2012) support the twin deficits hypothesis in the international literature. In latter studies, Mankiw (2006) and Elwell (2008) explain the relation between government expenditures and trade deficit by using the well-known saving -investment identity approach.
On the other hand, Müller (2008) claims that an increase in government expenditures would appreciate the terms of trade and trade balance as indicated by Blanchard and Perotti (2002) and Kim and Roubini (2008) .
According to Blanchard and Perotti (2002) a temporary increase in government spending depreciates the nominal exchange rate, appreciates the terms of trade and increases net exports. The results show that there is a causation linkage between government expenditures and trade deficit running from government expenditures to trade deficit, but the relation is contrary to conventional view. In the case of worsening budget deficit, trade balance would recover. This is different from conventional relationship between the public"s role in the economy and trade balance, as explained in the context of twin deficit hypothesis. Kim and Roubini (2008) call the situation in the U.S. economy as "twin divergence" instead of "twin deficit". Because they could not find any positive correlation between deficits, they explain the relation via endogenous movements of budget deficit and current account. According to them, during the recession, output falls and fiscal balance worsens. At the same time, the current account would improve when the fall in output leads to a fall in investment that is sharper than the fall in national savings. Therefore, the current account can improve as the fiscal balance worsens (Kim and Roubini, 2008) .
METHODOLOGY
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In equation above, v is 2 x 1 vector of constant variables, A is 2x2 parameter matrix and r=1,2, …, k (Hatemi, 2012) . Optimal lag length is identified by test statistics developed by Hatemi (2003; .
ˆf  denotes the error terms co-variance matrix in the case of lag length k, m denotes the equivalence number in the VAR model and T is sample size (Hatemi and Roca, 2014 
In equation 14, 
EMPIRICAL RESULTS
In this study, we employ the ratio of current account to GDP in order to measure real change in the current account (CA hereafter) and government expenditures to GDP (GE hereafter) to see real change in government expenditures. While current account data is considered standard data, the definition of government expenditures covers different expense items. So we employ government's expenses in the budget of central government. Before the presentation of empirical results, it is prudent to check the statistical properties of the time series employed in the analysis. In Table 3 , we summarize descriptive statistics of series belonging to variables included in the model. According to 
CONCLUSIONS
In this study, we investigate the relation between current account and government expenditures in fragile five countries. In this regard, we employ asymmetric causality and the rolling windows causality methods. Asymmetric causality methods imply that the causation linkage differs among countries and results belonging to Turkey and India may offer evidence of the existence of the twin divergence hypothesis. Rolling windows causality test results
show that the relation between variables does not exist permanently in all countries.
When we examine the results in the context of validity of twin deficit and/or twin convergence hypothesis, it is possible to imply that the twin divergence hypothesis is valid in Indonesia. But the relation is asymmetric. That means a reduction in government expenditures would not increase current account deficit. The twin deficit hypothesis is valid in the case of Turkey and it is asymmetric too.
The findings of empirical analyses present that the relation may differ according to country specific conditions such as fiscal programs, economic stability and others. As a result, it is not possible to classify the economies in the context of relation between government expenditures and current account deficit. But the results show that fiscal discipline reduces the possible twin deficit relation. So, fiscal discipline may be an important tool for controlling trade deficit too.
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